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Increase of Fund and Bank Resources 


Enlargement of IMF Resources Through Increases of Quotas 


At the Annual Meeting in New Delhi in October 1958, 
the Governors of the International Monetary Fund 
asked the Executive Directors to consider the desira- 
bility of an enlargement of the Fund’s resources through 
increases in quotas and, if they found such increases 
desirable, to submit concrete proposals promptly and, 
if possible, before the end of the year. The Executive 
Directors have prepared a report in which they conclude 
that “a substantial enlargement of the resources of the 
Fund is highly desirable.” This report has gone to the 
Board of Governors, together with the appropriate 
resolutions on which the Governors will vote by Febru- 
ary 2, 1959. 

The Executive Directors recommend a_ general 
increase of 50 per cent in members’ quotas and, in view 
of their recent relative economic growth, higher pro- 
portional increases for Canada, the Federal Republic 
of Germany, and Japan. The special increases for these 
three countries would enlarge the Fund’s resources of 
currencies likely to be required by other members in the 
period ahead. In addition, the Executive Directors 
recommend that countries with small quotas should have 
an opportunity to increase their quotas up to certain 
stated amounts beyond a 50 per cent increase in present 
quotas. This is in accordance with a policy on small 
quotas which the Directors have developed over recent 
years. 

Requests have been received from a number of 
countries for increases in quotas beyond those provided 
for in the resolutions transmitted to the Governors. It 
was not found possible in the time available to consider 
all these requests, but the Executive Directors have 
announced that these, and any other requests received 
early in 1959, will be considered as expeditiously as 
possible. 

If Governors approve the resolutions now before 
them, the increases in quotas recommended in the report 
of the Executive Directors will become formal proposals 
of the Board of Governors to the governments of the 
Fund’s member countries. It is expected that each 
member country will then take the legal steps necessary 
to enable it to give its consent to the increase available 
to it. The increases will take effect, however, only if 
member countries having 75 per cent of the total of 


present quotas have consented to the increases in their 
individual quotas before September 15, 1959. 

A member’s quota determines the amount of its sub- 
scription to the Fund, its voting rights, and also the 
normal limitations on its use of the Fund’s resources. 
With certain exceptions, the original subscriptions were 
payable in the proportion of 25 per cent in gold and 
75 per cent in the member country’s own currency. The 
Directors now recommend that 25 per cent of the pro- 
posed increases in quotas should be paid in gold and the 
remainder in the member country’s currency. They 
recognize, however, that it might be difficult for some 
countries to make the full gold payment immediately. 
They have therefore devised certain facilities, involving 
provision for deferred payments, available to countries 
in difficulties; but in any case, full gold payment will be 
completed within a period of about four years. 

The proposed general increase in quotas by 50 per 
cent, together with the special increases for Canada, 
the Federal Republic of Germany, and Japan, would add 
the equivalent of $5.1 billion to the Fund’s resources, 
including gold payments of $1.3 billion. The Fund’s 
holdings of gold and U.S. dollars would double, increas- 
ing from $2.3 billion to $4.6 billion. 

In the report submitted to the Governors, the Direc- 
tors said that the enlargement of the Fund’s resources 
will enable the Fund to promote more effectively the 
purposes for which it was formed. The two main tasks 
of the Fund, which are closely intertwined, are to further 
international monetary cooperation and exchange sta- 
bility as a basis for the balanced growth of world trade, 
and to provide financial assistance to member countries 
in order to help them stabilize their currencies, maintain 
or move toward convertibility, and overcome temporary 
balance of payments problems without resort to policies 
that would be harmful to national or international pros- 
perity. The possibility of access to the Fund’s resources 
serves in itself as a second line of reserves, which gives 
members more confidence in undertaking efforts to 
restore balance and may indeed encourage them to move 
faster toward achieving the purposes of the Fund than 
if they had to rely on their own resources alone. 

The assistance which has been obtained from the 
Fund in recent years has been requested under a great 
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variety of circumstances: in an emergency at the time 
of the Suez events, in conditions of boom and expanding 
world trade, and in periods of recession, as well as in 
a wider context when stabilization efforts have been 
undertaken. It can only be concluded that the Fund 
must remain prepared for diverse contingencies, many 
of which cannot be clearly defined in advance. 

Countries which receive assistance from the Fund 
make declarations of intent as to the policies they will 
follow. They do so in accordance with the principles 
governing the use of the Fund’s resources which had 
been laid down by the Executive Directors and stated 
in Annual Reports well before the Fund’s recent period 
of increased activity. By the close link that the appli- 
cation of these principles and practices establishes 
between the Fund's financial assistance and the main- 
tenance or adoption of the necessary remedial measures 
in the countries concerned, the Fund supports the 
observance of that degree of financial self-discipline 
without which the international monetary system cannot 
function properly. It is in the general interest that, by 
means of a strengthening of the Fund’s position together 
with continued observance of financial self-discipline, 
a sound monetary basis is created for the renewed 
expansion of world trade. Pressure on one currency 
may, under adverse circumstances, affect the position of 
other currencies. While no progress can be achieved 
without appropriate steps being taken in individual 
countries, the granting of financial assistance through 
the Fund reflects the idea that international assistance 
may be required to enable countries to take these steps. 

It is therefore in the interest of all members of the 
Fund that the common pool constituting a secondary 
reserve should be adequate to face the difficulties which 
may arise in the future. In considering the need for an 
increase in the Fund’s resources, account must be taken 
of the fact that in the last decade the volume of world 
trade has nearly doubled. While reserves of gold and 
foreign exchange of countries outside the United States 
have increased by about 50 per cent in that period, 
Fund quotas have, with minor exceptions, remained at 
the amounts determined in 1944; and the rise in dollar 
prices by at least 50 per cent since that date has corre- 
spondingly reduced the real value of the Fund’s existing 
resources. 

Over the last year, many countries have been able to 
strengthen their reserves. But the Fund cannot be 
concerned with only the present or the immediate future; 
its members must be assured that it is adequately 
equipped to meet the strains which may arise in emer- 
gencies or other adverse circumstances. 

The Executive Directors have, therefore, concluded 
that it is highly desirable to enlarge the Fund’s resources 
through increases in quotas. They have found that an 


increase of 50 per cent is a reasonable basis for quota 
increases at this time, and this appears to be as much 
as members generally can be expected to contribute. If 
these new resources are made available, the member 
countries will have increased confidence in the capacity 
of the Fund to perform its tasks in the coming period. 


Increase of IBRD Capital 


The Executive Directors of the International Bank 
for Reconstruction and Development have submitted to 
the Board of Governors of the Bank a report recom- 
mending a major increase in the Bank’s capital in order 
to strengthen its capacity to borrow funds for financing 
economic development in its member countries. Under 
the proposal, authorized capital would be increased by 
$11 billion, from $10 billion to $21 billion, provided 
that members subscribe $7 billion of new capital by 
September 15, 1959. This increase would permit mem- 
ber governments to double their present capital subscrip- 
tions and would still leave a margin of unsubscribed 
capital for admission of new members and for possible 
subsequent increases in individual subscriptions. 

No cash payments on the new subscriptions would 
be made to the Bank as an addition to its lendable 
funds. The new subscriptions would be left subject to 
call, and the report recommends that the Board of Gov- 
ernors decide that calls shall be made only when needed 
to meet obligations arising from the Bank’s borrowings, 
by sales of its bonds and other securities, and from its 
guarantees of loans made by other investors. In addi- 
tion, certain further increases in subscriptions are pro- 
posed for three countries, Canada, the Federal Republic 
of Germany, and Japan, whose economic strength has 
grown markedly in the postwar period. 

The report was submitted in response to a resolution 
adopted by the Board of Governors at its Annual Meet- 
ing held last October in New Delhi, which called on 
the Executive Directors to consider the question of 
enlarging the Bank’s resources through an increase 
in the Bank’s capital. In considering the Delhi reso- 
lution, the Directors weighed the adequacy of the 
Bank’s present capitalization against borrowing and 
lending prospects. Current authorized capital is 
$10,000,000,000, of which $9,521,500,000 has been 
subscribed by the 68 member countries. 

In accordance with the Bank’s Articles of Agreement, 
20 per cent of subscribed capital has been paid in. The 
remaining 80 per cent can be called only to meet obliga- 
tions arising from the Bank’s borrowings or from its 
guarantees of loans. This 80 per cent—amounting to 
$7,617,200,000—is in effect a guarantee fund securing 
the investors holding the Bank’s bonds and guarantees. 
It has always been contemplated, the report points out, 
that the Bank would raise the bulk of its lendable funds 
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through borrowings. The 80 per cent portion of the 
capital, says the report, “is an essential factor in the 
Bank’s ability to borrow.” 

To date, the Bank has undertaken in 49 countries 
loan commitments equivalent to $4,250,000,000, and 
it has sold the equivalent of $2,300,000,000 of its bonds 
and other obligations in leading capital markets, in 
order to finance a part of these loan commitments. Cur- 
rently outstanding bonds and notes amount to the 
equivalent of $1,800,000,000 and are held by investors 
in at least 35 countries. 

After expressing satisfaction with this record, the 
Executive Directors express the opinion “that in today’s 
conditions the present capital structure does not give 
the Bank the borrowing capacity needed to enable it 
to meet the reasonable requirements of its lending opera- 
tions in the near future.” To support this view, the report 
cites the 75 per cent increase in lending in the last fiscal 
year and a continuing high rate of iending in the current 
year. The report also holds it prudent to assume that 
Bank lending will continue at or above recent levels in 
the foreseeable future. To finance continued lending 
at the current rate, the Bank will have to borrow on a 
greater scale than before. 

While the Bank has raised about half of its borrowed 
funds from investors in other countries, the United 
States is the principal market for Bank obligations, and 
institutional investors in that country are the main 
source of its long-term funds. The report notes that the 
soundness of the Bank’s loans and the guarantees of 
members other than the United States have been of 
great importance in marketing the Bank’s obligations. 
Nevertheless, in the opinion of the Executive Directors, 
“most . . . U.S. institutional investors and many of the 
non-U.S. investors in the Bank’s dollar securities have 
been willing to take up, at reasonable rates of interest, 
the increasingly large and frequent offerings of the 
Bank’s bonds chiefly because the bonds have the back- 


New French 


The International Monetary Fund announced on 
December 27 that the Government of France had pro- 
posed and the Fund had concurred in the establishment 
of a par value for the French franc at 493.706 francs 
per U.S. dollar, effective December 29, 1958. 

The parities for the French franc in terms of gold 
and in terms of the U.S. dollar of the weight and fineness 
in effect on July 1, 1944 will be as follows: 0.001800 
gram of fine gold per franc; 17,279.7 francs per troy 
ounce of fine gold; 493.706 francs per U.S. dollar; 
0.202550 U.S. cent per franc. 

In 1948 France made a change, under Article IV, 
Section 6, of the Fund’s Articles of Agreement, of the 


ing of the $2,540,000,000 guarantee of the United 
States.” 

The Executive Directors express the belief that inves- 
tors may in future attach increasing importance to the 
guarantees of members other than the United States. 
But to take no action now to increase the Bank’s capital, 
they conclude, would be to run the risk of a curtailment 
of lending. 

The Executive Directors concluded that the proposed 
increase should be sufficiently large to avoid the neces- 
sity of seeking frequent changes in the Bank’s capital 
structure in the future, and emphasized that the respon- 
sibility for strengthening the Bank’s resources should 
be shared generally by the members. Accordingly, 
they recommended that authorized capital should be 
increased by 100 per cent, conditional on the actual 
subscription of at least $7 billion. The Directors also 
recommended a further increase of $1 billion, as a mar- 
gin of authorized but unsubscribed capital for future 
members or possible later individual increases of sub- 
scriptions. 

The recommendation for special additions to the 
capital subscriptions of Canada, Germany, and Japan 
provides for increases, over and above the general 100 
per cent increase, of $100 million for Canada, $390 mil- 
lion for Germany, and $166 million for Japan. Half of 
these special increases would be left uncalled, on the 
same basis as the subscriptions under the general 
increase; of the other half, 20 per cent would be paid 
in on subscription. 

The recommendations of the Executive Directors are 
embodied in a series of resolutions submitted to the 
Board of Governors for a vote without a meeting. The 
report sets September 1, 1959 as the date for comple- 
tion of voting, in order to allow time for the legislative 
action which, in the case of some members, including 
the United States, is required to authorize their Gover- 
nors to vote for the capital increase. 


Par Value 


par value established in 1946 of 119.107 francs per 
U.S. dollar, and since that time there has been no par 
value agreed with the Fund. Since 1948 there have been 
successive changes in the effective exchange rates of the 
French franc, the last of which occurred in August- 
October 1957 when the rate for practically all transac- 
tions became 420 francs per U.S. dollar. The new par 
value which became effective on December 29 therefore 
represents a depreciation of the franc of 14.9 per cent. 

At the same time, the intention was announced to 
take new measures in the fiscal, credit, price, and trade 
fields which should help to restore and maintain the 
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competitiveness of French products and contribute to 
the establishment of a sound balance of payments posi- 
tion for France. 

On December 28, 1958, the French Government 
further announced its intention to create, before Janu- 
ary 1, 1960, a new currency unit, the so-called “heavy 


franc,” which would be equal to 100 French francs. 
As of the same date, all foreign currencies on the Paris 
exchange market started to be quoted in hundreds of 
francs. The creation of this new unit requires purely 
technical changes in other rates, prices, and claims, all 
of which will be adjusted in the same ratio. 


Extension of Convertibility in Western Europe 


The Governments of Belgium, Denmark, France, Ger- 
many, Italy, Luxembourg, Netherlands, Norway, Swe- 
den, and the United Kingdom informed the International 
Monetary Fund on December 27, 1958 that they had 
taken measures to establish nonresident convertibility 
for their currencies. A similar communication was 
received from Austria on December 31. In general 
terms, this means that the currencies of these countries 
will, with some minor exceptions, be convertible by 
nonresidents, not only as hitherto into each other’s 
currencies, but also into U.S. dollars. Exchange con- 
trols to regulate capital movements are permitted by 
the Fund’s Articles of Agreement, and these controls 
continue. None of the Fund members concerned has 
indicated, as a result of the changes that have been 
announced, an intention to abandon such rights as they 
have under Article XIV, Section 2, with respect to 
exchange restrictions in the transitional period. 

Official rates of exchange for the U.S. dollar continue 
to be fixed at rates corresponding generally to a spread 
of % per cent above and below parity. Dealings in these 
markets for European currencies in terms of each other 
may take place at rates extending beyond the margin of 
1 per cent above and below parity provided by the 
Fund’s Articles of Agreement for spot exchange trans- 
actions. 

In a Press Release on December 27, the Fund wel- 
comed the establishment of nonresident convertibility 
aS a major step toward the establishment of a truly 
multilateral system of payments in accordance with the 
Fund's objectives. The significance of these measures is 
enhanced by the fact that they are being further strength- 
ened by reductions of trade restrictions and discrimina- 
tion. The achievement of nonresident convertibility 
reflects the great improvement in the European economic 
situation, including the strengthening of monetary 
reserves. This development has been made possible not 
only by the general increase in production during the 
postwar period and certain other favorable circum- 
stances, but more particularly by the pursuit of effective 
fiscal and credit policies. The measures now taken, 
which are the expression of a remarkable cooperative 
effort, represent a consolidation of the progress achieved 
since the war and should provide the basis for further 


progress not only in Europe but also in relation to other 
areas. 


United Kingdom 


The establishment of nonresident convertibility for 
Sterling involves the unification of sterling held on 
American, Canadian, Transferable, and Registered 
Accounts, all of which have now been redesignated 
External Accounts. Authorized payments may be made 
by sterling area residents in any foreign currency or by 
crediting sterling to an External Account. Commercial 
receipts may be accepted by sterling area residents from 
an External Account or in any convertible currency. 
The U.K. Treasury has announced that it is the Gov- 
ernment’s policy to continue the policy of liberalizing 
trade and payments which had found earlier expression 
in the easing of controls over a wide range of dollar 
imports announced at the Commonwealth Economic 
Conference in September (see this 
Vol. XI, p. 98). 

Since the short-lived attempt to establish the converti- 
bility of sterling in July 1947, steps have been taken 
from time to time progressively to relax the restrictions 
imposed upon holders of sterling. In 1955 the Exchange 
Equalization Account was authorized to support the 
exchange rate for sterling in the transferable accounts, 
which had been unified in 1954. This was intended to 
prevent the “commodity shunting” that became profit- 
able when the rate for transferable sterling fell below 
a certain point. Since that time the rates for sterling, 
both official and transferable, have improved. Through- 
out 1958 the official U.S. dollar-sterling rate has been 
above parity, and the margin between the two rates 
gradually narrowed until immediately before the merg- 
ing of the rates it was around 2 per cent. In view of 
these facts, the view has been expressed by The Times 
that for the immediate future the unification of the rates 
has symbolic rather than great practical importance. 


News Survey, 


However, the nonresident convertibility of sterling is 
expected to expand the volume of foreign exchange 
business transacted in London. Full trading freedom 
has also been established for all London’s international 
commodity markets, and the gold market will be 
broadened. Dealings in the gold market were previously 
based on registered sterling, which could be bought 
only with gold, U.S. or Canadian dollars, or American 
or Canadian Account sterling, and since registered 
sterling was quoted at the same rate as American 
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Account sterling, it often paid to sell gold in Ziirich 
and switch into transferable sterling there rather than 
sell it for registered sterling in London. This induce- 
ment to direct gold transactions away from London is 
no longer effective. 

The new designation of External Accounts does not 
apply to Blocked Sterling, i.e., capital accounts. Such 
funds, which may be used only for the purchase of 
sterling securities, are also negotiated in free markets 
abroad. By the end of 1958, the discount on this secu- 
rity sterling had all but disappeared, and on Decem- 
ber 30 for the first time the rate touched $2.80. 


Federal Republic of Germany 


In the Federal Republic of Germany, the existing 
Freely Convertible and Partly Convertible DM Accounts 
have been combined to form Foreign DM Accounts, 
and from December 29 payments between the Federal 
Republic and foreign countries may be received and 
effected in DM or in any other foreign currency. 

In a statement on December 28, Dr. Karl Blessing, 
President of the Deutsche Bundesbank, stated that the 
general transition to external convertibility would bring 
about a greater discipline in the monetary sector in 
Europe. Each country would hesitate to abandon the 
position that had now been established or to leave the 
“club” of convertible countries. The improved inter- 
national monetary discipline that could thus be expected 
would constitute at the same time the most important 
prerequisite for the success of endeavors to create 
Western European economic integration. 


Belgium-Luxembourg 


In Belgium-Luxembourg, the measures announced 
on December 27 meant that Belgian or Luxembourg 
francs held in “transferable accounts” (i.e., accounts 
owned by residents of the transferable area, including 
the EPU countries, except Turkey, and al! other coun- 
tries that are not in the convertible or the bilateral areas ) 
may be transferred freely to “convertible accounts,” 
and used for any payment to any currency area or 
converted into any currency on the official or the free 
exchange markets. There has been no change in the 


present free exchange market arrangements whereby 
invisible and capital transactions may be effected freely 
by either residents or nonresidents at rates which are 
not officially limited. 


Netherlands 


Netherlands guilders held by residents of the trans- 
ferable area in transferable accounts have been made 
freely transferable to convertible guilder accounts and 
exchangeable into U.S. dollars at the official market 
rate of exchange. The present restrictions on capital 


transfers have been maintained, and there has been 
no change in exchange control for residents. 


France 


French francs held in “transferable franc’”’ accounts 
(i.e., accounts opened to residents of countries other 
than those classified as dollar or bilateral countries) 
may now be transferred to “free franc” accounts (i.e., 
in practice, convertible accounts owned principally by 
residents of the dollar area or of French Somaliland) 
and thus made convertible at the official rate of exchange 
into U.S. dollars or any other currency negotiated in 
the Paris foreign exchange market. There has been no 
change in the regulations concerning bilateral accounts 
(see this News Survey, Vol. X, pp. 330-31). The 
regulations concerning repatriation of capital by non- 
residents remain unchanged but limitations on transfer- 
ability between nonresident capital accounts have been 
substantially reduced; transfers are permitted freely 
from capital accounts owned by residents of the trans- 
ferable franc area to those owned by residents of the 
dollar area. 


Italy 


In Italy, “free lire” and “multilateral lire” accounts 
have been combined in a single category, Foreign Ac- 
counts, convertible freely into U.S. dollars or the cur- 
rencies of European countries at the official market 
rate of exchange. In general, authorized payments to 
countries other than those with which Italy has bilateral 
payments arrangements may be made in lire credited 
to Foreign Accounts or in U.S. dollars, as well as in 
the convertible currencies of European countries. Re- 
ceipts from all countries may now in general be accepted 
in lire from Foreign Accounts, in convertible European 
currencies, or in U.S. dollars . 


Denmark, Norway, and Sweden 


Denmark, Norway, and Sweden have extended non- 
resident convertibility to include all countries except 
those with which bilateral payments agreements are in 
force. The measures taken do not affect capital trans- 
actions or entail any changes in the present rules gov- 
erning imports and exports. In Norway, however, the 
free list for imports from OEEC countries is applicable 
also to the dollar area from January 1, 1959; at the 
same time, all remaining export restrictions are abol- 
ished. 

In Sweden, the surrender requirements for currencies 
of the dollar area and the transit dollar system have 
been abolished. The foreign exchange allowance for 
tourists to the dollar area has been raised to SKr 5,000, 
the same as for other countries except the Scandinavian 
countries and the sterling area. 
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Austria 


The measures taken in Austria to establish nonresi- 
dent convertibility for the schilling are similar to those 
taken in other countries. From January 2, 1959, the 
existing schilling agreement accounts of OEEC coun- 
tries, as well as of Finland, Argentina, Brazil, Para- 
guay, and Uruguay, will be transformed into free schil- 
ling accounts. Balances in these accounts may be 
converted into any currency whatever and transferred 
to free schilling accounts of other nonresidents. Free 
schilling balances may now also be formed by the sale 
by nonresidents of currencies of countries participating 
in the European Monetary Agreement. 


Finland 


As a result of the exchange measures taken by the 
other Western European countries, the Bank of Finland 
decided to permit nonresidents to make transfers from 
the so-called transferable markka accounts to convertible 
markka accounts, as well as to permit funds on such 
accounts to be exchanged into freely convertible cur- 
rencies. The regulations for payments for imports and 
services remain unchanged and there have been no 
relaxations of the restrictions on the use of blocked 
accounts. 


Portugal 


All Portuguese escudos owned by nonresidents have 
been made convertible into U.S. dollars at the official 
exchange rate. 


The European Monetary Agreement 


In the statements made to the Fund on December 27, 
the Governments listed above also announced their 
decision to bring the European Payments Union to an 
end and to replace it by the European Monetary Agree- 
ment. This Agreement was prepared in 1955, within 
the framework of the OEEC, as an instrument for 
monetary cooperation to be set up when countries rep- 
resenting more than 50 per cent of the EPU quotas had 
declared their intention to introduce nonresident con- 
vertibility (see this News Survey, Vol. VIII, pp. 57-58). 
The Agreement provides for the establishment of a 
Multilateral System for Settlements and a European 
Fund. The operations of these institutions will be con- 
trolled by a Board of Management under the authority 
of the OEEC Council. Under the Multilateral System 
for Settlements, payments are to be settled 100 per cent 
in gold or dollars, in contrast to the EPU procedure, 
whereby 25 per cent of each balance to be settled 
ranked automatically for credit. The European Fund 
was originally to have a capital of $600 million, of 
which part was to come from the assets of the EPU 
(including the original U.S. contribution) and the 
remainder from the OEEC member countries according 
to an agreed scale based on their EPU quotas; it will 
make short-term credit available to member countries 
on an ad hoc basis to help them overcome temporary 
balance of payments difficulties should these seem likely 
to jeopardize the maintenance of their European trade 
liberalization measures. 


U.K.-Fund Transactions 


The International Monetary Fund has agreed, at the 
request of the Government of the United Kingdom, to 
renew for one year a stand-by arrangement under which 
the United Kingdom may purchase with sterling up to 
the equivalent of US$738,530,000 in foreign currencies 
at any time during the next 12 months. Stand-by 
arrangements between the Fund and the United King- 
dom have been in effect since December 22, 1956. 
Drawings have not been made under them to date. 

The U.K. Government has notified the Fund that it 


will repay $200 million of its December 1956 drawing 
of $561 million before the end of the Fund's financial 
year (April 30, 1959) and, in accordance with the 
general principles applicable to drawings, will repay 
the outstanding balance monthly during 1960 and 1961. 
The U.K. Government will review the position in 
December of each year and accelerate these repayments 
if the position warrants it. 

Source: International Monetary Fund, Press Release, 

Washington, D.C., December 19, 1958. 


Argentina’s Fund Stand-By and Stabilization Program 


It was announced on December 29, 1958 that the 
Government of Argentina had undertaken a compre- 
hensive stabilization program, including a reform of its 
exchange system, which forms the basis for a 12-month 
$75 million stand-by arrangement with the International 
Monetary Fund. The program will be supported by 
additional financial assistance from the U.S. Government 
—including a $50 million exchange agreement with the 


U.S. Treasury whereby Argentina may request the U.S. 
Exchange Stabilization Fund to purchase Argentine 
pesos, $125 million from the Export-Import Bank, and 
$25 million from the Development Loan Fund—and by 
short-term credits of $54 million provided by a group 
of 11 private banks in the United States. 

In a broadcast on December 29, President Frondizi 
described the economic and financial stabilization pro- 
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gram as a corollary of the plan previously set in motion 
to expand national production, particularly in the devel- 
opment of oil, coal, steel, and power. Recalling the 
record of rampant inflation which Argentina had under- 
gone during the past decade, he repeatedly stressed the 
need to arrest this inflationary process. An important 
element in the stabilization effort will be the elimination 
of the inflationary financing of the government deficit. 
The Government is adopting rigorous measures to 
effect economies in the national budget by reductions 
in the number of government employees, which is con- 
sidered excessive, and by the postponement of public 
works programs that are not considered of the greatest 
urgency. Additional revenue is to be raised through 
increases in taxes, particularly on luxury goods and 
including taxes on imports and exports, as well as by 
improvement in the tax collection system. There is to 
be a drastic reduction in the deficit of the public services. 
All subsidies, direct or indirect, are to be eliminated. 
Accordingly, the prices of petroleum and petroleum 
products, which had previously been subsidized in part 
through a favorable rate of exchange, will be substan- 
tially increased so as to cover the costs of the State 
Petroleum Corporation. Similarly, railway and local 
transportation fares and electric power rates are to be 
increased and, at the same time, expenditures of public 
service institutions will be strictly controlled. Other 


U.K. Reserves 

U.K. reserves of gold and convertible currencies fell 
by £52 million during December, and amounted to 
£1,096 million ($3,069 million) on December 31, 1958. 
Since the announcement of nonresident convertibility, 
other convertible currencies, in addition to U.S. and 
Canadian dollars, are included in reserves; it is under- 
stood, however, that this has increased the total figure 
by only an insignificant amount. The fall in reserves 
in December is the first since September 1957, and is 
more than accounted for by loan service payments and 
payments to the European Payments Union. Apart 
from these special payments, the reserves would have 
risen during the month by £23 million. 


It was announced in London on December 17 that 
the United Kingdom would pay in full the installments 
of principal and interest due for repayment on Decem- 
ber 31, 1958 on the U.S. and Canadian loans. Under 
the terms of the amended Anglo-American and Anglo- 
Canadian loan agreements (see this News Survey, 
Vol. IX, p. 279), the United Kingdom deferred the 
installments of interest in respect of the year 1956 and 
the installments of interest and principal in respect of 
the year 1957. 


steps aimed at stabilizing the economy are being taken 
in the fields of bank credit and wage and price policy. 
The exchange reform provides for the establishment 
of a single exchange market for the peso in place of 
the existing dual (official and free) exchange markets. 
The authorities will permit the peso to fluctuate freely 
in response to market forces and will intervene only to 
avoid excessive variations arising from temporary fac- 
tors. Amounts available under the stand-by arrange- 
ment with the Fund will be used for that purpose. The 
Government will remove all direct controls on trade and 
payments, including import licensing and import quotas 
and prohibitions, so that trade will be conducted on a 
nondiscriminatory basis. All existing bilateral payments 
arrangements with members of the Fund are to be elim- 
inated, but this provision does not exclude Argentina’s 
cooperation with other Latin American countries in 
programs to promote regional economic integration. 
The Fund has welcomed the program of the Argen- 
tine Government to restore strength and prosperity to 
its national economy, and plans to remain in close con- 
tact with the Argentine authorities. 
Sources: International Monetary Fund, Press Release, 
December 29, 1958, and Department of State, 
Press Release, December 29, 1958, Washing- 
ton, D.C.; La Nacién, Buenos Aires, Argen- 
tina, December 30, 1958. 


STAFF PAPERS 
Vol. VI, No. 3, November 1958 
CONTENTS 
Wage-Price Links in a Prolonged Inflation E. M. Bernstein 


Nonbank Financial Intermediaries, Credit 

Expansion, and Monetary Policy Richard S. Thorn 
The Growth of Financial Intermediaries as a 

Factor in the Effectiveness of Monetary 

Policy Eugene A. Birnbaum 


Financial Policies and Credit Control Techniques 
in Central America Eduardo Laso 


Joseph Gold 


The International Monetary Fund, 1955-1958: 
A Selected Bibliography Martin L. Loftus 


The Fund Agreement in the Courts—V 


Subscription: US$3.50 per volume or the approximate 
equivalent in the currencies of most countries. Three 
numbers constitute a volume. The numbers, however, are 
not issued at regular dates; MOREOVER, ALL OF THE 
THREE NUMBERS ARE NOT NECESSARILY IS- 
SUED WITHIN ONE CALENDAR YEAR. Single 
copies may be purchased at US$1.50. Address orders to 


The Secretary 


International Monetary Fund 
19th and H Streets, N.W., Washington 25, D.C. 





212 INTERNATIONAL FINANCIAL News Survey, January 9, 1959 


The installments of principal and interest on the U.S. 
and Canadian credits and Lend-Lease settlement loans 
paid in December amounted to US$176.12 million. 
Interest was also paid on the interest which was deferred 
in 1956 and on the interest and principal deferred in 
1957: this totaled US$5.60 million. Payments were also 
made in December to the United States of US$6.06 
million on account of principal and interest due on 
Economic Cooperation Aid and Mutual Security Aid 
loans, and to Canada of Can$7.50 million (US$7.76 
million) in final settlement of the Canadian interest- 
free loan. Total North American loan service payments 
in December thus amounted to US$195.54 million 
(£69.83 million). The equivalent of £4 million was 
also paid to the European Payments Union in respect 
of the November EPU settlement, and the equivalent 
of £1 million to the creditors of the Union in bilateral 
settlements. 


According to provisional figures through Decem- 
ber 27 (when the European Payments Union was super- 
seded by the European Monetary Agreement), the 
United Kingdom in December had a deficit of £40 
million with the European Payments Union (including 
£2 million of interest on the accumulated debit balance ). 
A substantial part of this deficit is believed to be due 
to special French operations toward the end of the 
month. 


Sources: The Financial Times, December 18, 1958, 
and The Times, January 3, 1959, London, 
England. 


Exchange Rates of the Moroccan Franc and the Tunisian Dinar 


After consultations with the French Government, the 
Moroccan Government announced on December 29, 
1958 its decision, after the establishment of a new 
French par value, to maintain unchanged the exchange 
rate of the Moroccan franc, at 420 francs per U.S. 
dollar. As a result of this decision, the exchange rate 
between the French franc and the Moroccan franc was 
set at 1,175 French francs per 1,000 Moroccan francs. 
Since its creation in 1920 until now, the Moroccan 
franc has been at par with the French franc. Morocco 
remained a member of the French franc area, and 
unlimited transferability between currencies of the 
French franc area was kept unchanged. Following the 
steps taken by many European countries to establish 
nonresident convertibility, the Moroccan authorities 
have also decided to make the Moroccan franc con- 
vertible into U.S. dollars for nonresident holders. 


On December 30, 1958 the Tunisian Government 
announced its decision to maintain the exchange rate of 
the Tunisian dinar at 0.420 dinar per U.S. dollar, and 


thus not to follow the recent devaluation of the French 
franc. Tunisia, however, remains a member of the 
French franc area. 


Sources: Le Monde, Paris, France, December 30 and 
31, 1958, and January 1, 1959. 


Liberalization of Malayan Dollar Imports 


The Governments of the Federation of Malaya and 
Singapore have liberalized 23 categories of import 
goods from the dollar area. Import licenses for these 
categories of goods are to be issued freely from Janu- 
ary 1, 1959. 

Before January 1, 1959, licenses for direct imports 
of goods from the dollar area were granted only if no 
favorable Commonwealth sources of supply were avail- 
able. Malayan importers were also permitted to import 
goods from the dollar area indirectly via Hong Kong 
against sterling payment. 

The Malayan liberalization was taken in the wake of 
an agreement reached at the recent Montreal confer- 
ence of Commonwealth countries, whereby member 
countries were to review their dollar restrictions with 
a view to their progressive removal. 


Source: Department of Commerce, Foreign Commerce 
Weekly, Washington, D.C., December 22, 
1958. 





Fund Transactions 


The record of Fund transactions published in /nter- 
national Financial Statistics, January 1959, shows that, 
under the terms of stand-by arrangements with the Fund, 
Chile purchased $280,000 and Haiti purchased $1 mil- 
lion in October 1958. Also, effective October 1, 1958, 
the Fund entered into an arrangement that permits 
El Salvador to purchase the equivalent of $7.5 million 
in the six-month period ending March 1959. 


International Financial News Survey, written by mem- 
bers of the staff of the Fund, is based on material 
published in newspapers, periodicals, official documents, 
and other publications as cited at the end of each note. 
Explanatory material may be added, but no Fund 
editorial comment or opinion. Therefore any views 
expressed are taken from the sources quoted and are not 
necessarily those of the Fund. 

The News Survey is published weekly, except in the 
Christmas and New Year weeks. It may be obtained free 
of charge by applying to 
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